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received by corporations is likely to be less than 8 percent. In 
addition to the low rate of tax applicable, there has been little diffi
culty in collecting this tax. In view of these considera.tions, the draft, 
permits the crediting or refunding of the entire amount withheld in 
the case of amounts received by corporations. 

First, in the case of corporations, any amount withheld on interest 
and dividend payments received by them can be claimed as credits 
against the tax they are required to withhold with respect to their own 
dividend and interest payments (sec. 3487). For this purpose, with
holding on interest and dividends received by 011e corporation may be 
claimed as credit against interest or dividend payments made by 
another corporation which is a member of the same affiliated group. 

Any amount withheld with respect to interest and dividends re
ceived by a corporation in excess of the credits it claims with respect 
to its own withholding on interest and dividends may be refunded to 
the corporation on a quarterly basis (during the year of liability) 
(sec. 3486). In addition, for purposes of an estimated tax required 
of a corporation, any amount withheld (which is not credited or
refunded as provided above) nlay be treated as a payment of the 
corporation's estimated tax (sec. 6655(f)). 

(d) Nonresident aliens and foreign corporations in the case of nom
inees.-The withholding rates applicable to nonresident aliens and 
foreign corporations may be 30 percent, if no special treaty provision 
applies, or may range down to zero percent under some treaty provi
sions. As a result, the withholding rate applicable in these cases may 
be either above or below the 16% percent applicable under this draft, 
to domestic dividend and interest paymeIits. Where the dividend or' 
interest payor makes the payment directly to the nonresident alien 
or foreign corporation, as under present law, he can apply the proper 
withholding rate. However, under present law where the interest or 
dividend payor makes the payment to a nominee, the latter withholds 
the appropriate amount. 

Under the draft no special problem exists where the applicable 
withholding rate with respect to the nonresident alien or foreign 
corporation exceeds the 16% percent domestic withholding rate. In 
such cases where the nominee is the withholding agent he needs only 
to withhold the additional amount. A problem does exist, however, 
where the applicable withholding rate is less than the domestic 16%' 
percent rate. In such cases the draft provides that the nominee may 
notify the disbursing agent fronl whonl he receives the paynlent that 
the amount is going to a nonresident alien or foreign corporation and 
supply the pertinent information as to the withholding rate, etc. In 
such cases the dividend or interest payor withholds the appropriate 
amount (sec. 1444). However, where the nominee continues to serve 
as the withholding agent and pays the additional amount to the non
resident alien or foreign corporation (where the applicable withholding 
rate is below the 16% percent domestic rate), then with respect to this 
amount which the nominee temporarily pays from his own funds, a 
credit may be claimed. This credit may be applied by the nominee 
against his liability to withhold amounts where the applicable foreign 
withholding rate is above the domestic rate. To the extent that funds 
are still owing the nominee, the excess may be claimed quarterly as a. 
refund (sec. 3488). 
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3. OblifJati()m: sold between 'interest payment dates 
'Yhere nil interest-bearing hond 01' OtlH'l' obligation is sold 01' ex

('hanged between the interest pnympnt dnt<.'s, the draft provides that 
til<.' HlllOUllt withheld is to be tren ted itS di,·ided between the seller and 
t.lw purehuser (01' transferor nnd trnnsfer('l\) in proportion to the tinlC 
(with respect to which the interest r<.'lnt es) which ench holds title to 
the obligation. It is nnticipnted that the and seller in such 
cnses will take this treatment into I1C(,011nt in the price at which the 
bond is sold. Thus, in the cnse of n $100 interest payment where the 
seller of the obligntioll has held the bond for hnlf of the interest pay
ment period in question, he presumably will demand $8.33 less thnn 
he otherwise would from the purchaser of the bond, since he knows 
thn tnt the time of reporting his income for tax purposes he may claim 
a credit equal to this amount. Thus, he will demand of the purchaser 
one-hn1£ of the" net" interest (other factors being equal), or one-half 
of $83.33; namely, $41.67. This, plus the $8.33 for which he cnn 
claim a credit, will provide him with one-half of the interest for the 
period he held the obligation. 



XI. INFORMATION WITH RESPECT TO CERTAIN FOREIGN 
ENTITIES 

(Sec. 10 of the draft and secs. 6038 and 6046 of the code) 

A. IN GENERAL 

The administration in presenting the details of its tax proposals 
relating to foreign income requested fuller information relative to 
U.S. shareholders in foreign corporations. The draft provides such 
information by requiring the wider filing of existing information 
returns. An annual information return now required of domestic 
corporations controlling foreign corporations will also be required of 
individual citizens or residents controlling foreign corporations. Also 
an information return now required of officers, directors, and signifi
cant shareholders of foreign corporations upon their creation, organi
zation, or reorganization, will also in the future be required of persons 
when they become officers, directors, or shareholders. 

B. MORE SPECIFICALLY 

l. Annual information return.-In 1960 (Public Law 86-780) Con
gress enacted legislation providing that domestic corporations must 
furnish with respect to foreign corporations which they control and 
with respect to foreign subsidiaries of any such foreign corporations, 
information specifying-

(1) The name, place, and nature of business of the foreign 
corporation and country of incorporation; 

(2) ri'he accumulated profits of the foreign corporation or 
subsidiary, itelp.s of ineome, deduction, and other itell".s 
tak"'n i ,lto account il computi 'lg tho-se accuII'.ulat ':"d profits; 

(3) A bnlanc'3 sheet of the foreign corporation or foreign 
su b:::idiary; 

(4) Transaetions bl,t·,v('P]) t:le foreign eorporation or foreign 
subsidiary and (a) other foreign corporations or foreign subsidi
aries controlled by the domestic corporation, (b) the domestic 
corporation or (c) any shareholder owning at least 10 percent 
of the stock of the domestic corporation; and 

(5) A description of the valious elasses of stock outstanding 
and name and address and nUII'.b2r of shares held by paeh citizen 
or r esident of t:1E' United Stnt?s a'l d domestic cOl porntion holding 
5 Pf' l'C 'nt or more of tile stock of the foreign COl r Ot ation or foreign 
su bsidiary. 

For corporations faili l g to supply t.:le information required, reductions 
in the foreign tax credit othenrise available with respect to incollw 
derived from such foreign corporations or their subsidiaries WftS pro
vided. 

This draft amends this information provision to require U.S. citizens 
or residents, as well as domestic corporations, controlling the foreign 

49 












